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$partmant of the Treasury 

************ 
Employer Identification Number: 
********** 
Form Number: 
1023 
Tax Years: 

Kcy District: 

******   
Person to Contact: 

***** *******  
Contact Telephone Number: 
****  ******** 

This  is 3 f i n a l  adverse determinat ion  a s  t o  your exempt s t a t u s  under s e c t i o n  
5 0 1 ( c ) ( 3 )  o. tFe I n t e r n a l  Revenue Code. 

Our advtjrse de terminat ion  was made f o r  t h e  following r e a s o n ( s ) :  

Ind iv idua l  a r r i s ~ s  u L -  ! , e in~  d i r e c t l y  benef i ted  by the  exh ib i t i on  and s a l e  
of  t h e i r  works, wit11 the  r e s u l t  t h a t  a major a c t i v i t y  of your o rgan iza t ion  
is se rv ing  the  p r i v a t e  i n t e r e s t s  of those  a r t i s t s  whose works a r e  d isplayed 
f o r  s a l e .  

Accordingly, your o rgan iza t ion  is not  opera ted  exc lus ive ly  f o r  educat ional  
purposes and thus  does not q u a l i f y  f o r  exen7tion under Sect ion  501(c)(3) .  

Contr ibut ions  t o  your organiza t ion  a r e  not  deduct ib le  under Code s e c t i o n  170. 

You a r e  required t o  f i l e  Federal  income tax  r e t u r n s  on the  form ind ica t ed  above. 
Based on t h e  f i n a n c i a l  information you furnished,  i t  appears  t h a t  r e tu rns  should be 
f i l e d  f o r  t h e  above yea r s .  You should f i l e  these  r e tu rns  with your key D i s t r i c t  D i r ec to r ,  
EP/EO Divis ion ,  wi th in  30 days from t h e  d a t e  of t h i s  l e t t e r ,  un l e s s  a reques t  f o r  an 
extens ion of t ime is granted.  Processing of income t ax  r e t u r n s  and assessment o f  any 
taxes  due w i l l  no t  be delayed because you have f i l e d  a p e t i t i o n  f o r  dec l a ra to ry  judgment 
under Code s e c t i o n  7428. You should f i l e  r e tu rns  f o r  l a t e r  t ax  yea r s  with t h e  appropr ia te  
s e r v i c e  c e n t e r  shown i n  t ho  i n s t r u c t i o n s  f o r  those r e tu rns .  

I f  you decide  t o  contos t  t h i s  determination under t h e  dec l a ra to ry  judgment 
provis ions  o f  Code s e c t i o n  7428, a p e t i t i o n  t o  the  United S t a t e s  Tax Court ,  t h e  U n i t ~ d  
S t a t e s  Court of Claims, o r  t he  d i s t r i c t  cou r t  of t he  United S t a t e s  f o r  t he  D i s t r i c t  of 
Columbia must be f i l e d  wi th in  90 days f r o a  t h e  dato  t h i s  de terminat ion  was mailed t o  you. 
Contact t h e  c1el.k of t h e  appropr ia te  cou r t  f o r  r u l z s  f o r  f i l i n g  p e t i t i o n s  f o r  
dec l a ra to ry  judgment. 
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Dear Applicant: 

We have considerBed your appl icat ion f o r  recognition of exemption from Federal 
Incomc Tax under Seotion 501 (c)  ( 3 )  of the  Internal  Revenue Coda of 1954. 

The information submitted discloses  tha t  you ware incorporated on **** *  **** 
under the  nonprofit corporation laws of the  S t a t e  -t********  . 

You were formed f o r  the purpooe t o  in-rease the v i s i b i l i t y  of tho visual  
a r t i s t s  i n  the community, t o  provide a center around which a r t i s t s  and 
supporters of the wts can share information and ideas, and develop projects 
and programs beneficial  t o  themsehes and the community. 

You conducted workshops using both loca l  a r t i s t  end a r t i s t s  brought i n  from 
outsidb t h e  community. From May thr-ough December, monthly a r t  exhibi ts  a r e  
ahown by regional a r t i s t s  (both **********  **** *****  members ond non- 
members), and a r e  displayed a t  your building. 

Tha o r i t e r i a  used i n  the seleot ion of works f o r  display, e tc . ,  is t h a t  they 
must be or iginal  and oomplete. Seleotion of works f o r  s a l e  o r  display is  by 
the exhibitions coni t tee ( a l l  of whioh are your members) using guidelines s e t  
up by yourL general membership. The exhibitions committoe is a l so  i n  ohargc of 
displaying acoepted works. A l l  r r i c ing  i s  done by the  individual submitting 
t h e  work. The peroentage taken "om the sa los  price of member'e painting i s  
s e t  by tho general membership. 

Section 501(0)(3) of the Code p r o v i d e ~  f o r  tho exemption from Federal Income 
Tax of corporations organized and operated exclusively f o r  rel igious,  
chari table ,  l i t e r a r y ,  s c i e n t i f i c ,  and educational purposes; no part  of the net  
earnings of whioh inures  t o  any private  shareholder o r  individual. 

Section 1 . S O 1  (c)(3)-1 of the Tax Regulations ro la tes  t o  the  def in i t ion  of tho 
organization and operation of organizations desoribed i n  Seotion 501 (c )  (3). 
It is quoted, i n  part ,  as followe. 
l8(a) Organizntional and operational t es ta .  (1 )  In  order t o  be exempt a s  an 
organization desoribed i n  Seotlon 501 ( 0 )  ( 3 ) ,  an organization must be both 
organized and operated exclusively f o r  one o r  more of the purposes specifiad 
i n  such section. I f  an organization f a i l s  t o  meet; e i t h e r  the  organizational 
t e s t  o r  the operational ten t ,  i t  is not exempt. ( 2 )  The term 'exempt purpose 
o r  purposes', aa used i n  t h i s  sect ion,  neans any purpose or  purposss specif ied 
i n  Section 501(0)(3) . . ." 



**********  * * * * *****  
* * * * **  **** 

" ( b )  operational tost ,  i l l  Primary acltivities. An organi2atlon nil1 be .- 
regarded as lopsrated oxc lus ive ly~  f o r  one o r  ~ore exempt purposes only If it 
sngagsa primarily i n  a c t i v i t i e s  which acconplisb one o r  ncre of suoh exempt 
purposee spaciflod i n  Sasntian 501(c)(3). An organizption w i l l  not be zo 
regarded i f  more then an Pnaubstantial park of its a c t i v i t t e s  io not i n  
furth.erance of an exempt; purpoae. (2) Distribution of earnings. An 
organizatisn is not operated exclusively !or on9 or 'nore exempt purposos i f  
I t s  n5t earnings inure in wholo o r  i n  per t  to tho bsnefl't of prfvate  
shareholders o r  individualn . . .* 
Seotion 1.501 ( a )  (3)-1 (a) of the Income Tax Regulations prbvides that  i n  order* 
t o  bo exempt as an organization deeoribed i n  Seotion 501(0)(3), tho . 
organizstion must bc one t h a t  is both orgnnized and operated sxclusively f o r  
one o r  more of the purposes spocified i n  t h a t  section. If an organization 
f a i l s  t o  ueet e i t h e r  organizational or tha operatlotlal t e a t  It is not exempt. 

Seotion 1.501 (c)  (31-1 (e) ( 1 ) of the  Iticorne Tax Rogulationa provide8 t h a t  "an 
organization w i l l  b~ rognrdcd a s  'operated exc lua lve ly~  f o r  one or more exempt 
purposes only if it engages primarily i n  act!.vities which accomplioh one o r  - 
more of such exrjapt purposes specified in Section 501(0)(3). An oreauizetion 
w i l l  not be so regarded if  more than an lnsubsL'1~1titil pa r t  of it8 a a t i v i t i c s  
is not i n  furtherhnco of an exempt purpose.* 

Seotion 1 .SO1 (0)  (31-1 (dl(  1)  ( i i )  of the Income Tax Rsguletiona provldes t h a t  tin 
organization is not r~rganieed or  operntod exclusively f o r  ezempt' purposes 
unless it oerves a publio ra ther  than a pr lva t s  in te rea t .  Thus, i t  is - , 
neceosary f o r  an organization aeoking exemption under Ss?tion ,501 ( c )  (31 t o  
asteblish t h a t  i t  i a  :I& organized or operated f o r  the bsnefi t  of p r iva te  
i n t e r e s t s  suoh as  designated individuals, the  a ren tor .o r  hi8 fan i ly ,  
shareholders of the  organization, o r  persona oontrolled, dFveatly o r  
i n d i r a c t l . ~ ,  by ouch private interests. 

Rev. Rul. 71-395, 7971-2 C.R. 228, .provides t h a t  a cooperative a r t  gallery 
formed and operated by a group of a r t i s t e  f o r  the purpsae of exhibi t ing and 
selling t h e i r  worlca does not qual ify f o r  exemption under Seotion 501 (c)(3) of 
the Code. The ratiolmLo used i o  tha t  suoh a gallocy is a vehicle f o r  
advancing the oareers and promotine the  sales o f . t h e  works of t h e  member 
a r t i s t s .  Tho gal lery thuq ~ervea the private  purpoie of i t s  menberse, whioh is 
not an oxsmpt purpose. 
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Revenue Rulii~g 76-152, 1976--1 CB 152, w!?ich raads i n  per t ,  as  follob~s: 

A group of " a r t  patrons" folxed ul organizat:lon t o  pronote cornunity 
understanding of modern a r t  trsnda. Its s31e a c t i v i t y  wzs tne  electing of 
modern a r t  works of loca l  artia'cs f o r  exhibi t  a t  its gail-ery and f o r  possible 
sale. The a r t . i s t 4 s  work was displayed on a conoignment basis ~ J i t h  the a r t i s t  
s e t t i n g  the  s e l l i n g  price. 

As 13 the case i n  Revenue Rul.inl{ 71-395, the nrstists i n  the suh.ject case are 
being d i reo t ly  benefitted by the exh ib i t i c ;~  and .sale of t h e i r  rlorl:s, with t h e  
!.esult that a major a c t i v i t y  of the orgznfzakion is aersving the private 
in te res t s  of those e r t l s t s  vhose ~rorks are  diuplayed f o r  sa le .  Since ntnety 
percant of a l l  sa3.e~ proceeds arc? turned over t o  thc individuz.1 ar t i r r ts ,  such 
d i r e  6 benefi ts  are substant ial  by m y  measure ~ n d  the  organizatton's 
provision of them carlnot be d i smis~~ed  a s  being msrely incidental  t o  Its other 
purposes and a c t i v i t i e s .  The Pact t h a t  the a r t i v t s  havs no control over the 
select ion of t h e i r  work3 f o r  display does not change t h i s  corlolusion. 

As yow orgatlization is operating I n  the  same mnne? as  the  organization citeti  
i n  the ahvc! Revenue RuLings rn therofore have determined based on the 
information furnished, your organization Is not organized and operated f o r  
501(c)(3) purposes, since you arn a vehicle f o r  advancing the careers and 
promotine; tho s a l e s  of khe ~0rk.9 of th.e member a r t i s t s  thus the organization 
aerves the pr ivate  purspose of i ts  rnomba~s, wllich i s  not an exempt purpose. 

Accordingly, we k v e  aoncluded t h a t  you a r e  not en t i t l ed  t o  recognition of 
~xenpt ion  from Fedoral Income Tax under. Seotion 501(c)(3) of the Code, c?ince 
you are not organized and operated arclus~.vely f o r  chari table ,  r e l i ( ~ i o u s ,  or 
other exempt; purpose \rit)-dn the neaning of Section 501 ( 3 ) ( 3 ) .  

You a r c  requlrod t o  f i l e  Federal Inoome Tan Returns. 

Contributions lnado t o  you a re  not deduotihle by ths  donors a s  charitable 
contrl.butions a s  dofined i n  Seotion 170(a) of tho Code. 

I f  you do not egreo 31th these conclusions, you may within t h i r t y  days fron 
tho dcte or' t h i s  i e t t e r ,  f i l e  a brief of tho fao t s ,  law and a r p n e n t o  ( i n  
dupl icate)  r;b:ich c lea r ly  s e t s  fo r th  your p o ~ i t i o n .  In the ovent you desire  m 
3 x 1  dj.3ct1a3ion of t h e  1s-uas, YOU a h o ~ l d  so indicate  i n  your submission. A 
conforer~cc will be arrdngcd i n  the Regional Office a f t e r  you havs srihiiitted 
your brief t o  tlie C h i c a ~ o  Dis t r i a t  Office and we have had nn opportunity t o  
~onsidzr tile brief an t  !.t appears t h a t  the conoluslons roach9d  re s t f l l  
~lnfavo:'nbla t o  you. Any submission must be signed by one of your princi.pa1 
of f ice rs .  If the matter is t o  bo handled by a representative, t h e  Conference 
;uld Pract ice Requirelnenta regarding the  f i l i n g  of a paver of attornoy and 
evFdcnce of enr.ollmznf; t o  practice must k. met. We have enclosod Publioation 
892, E-~srnpt 0rganf.zation Appeal Procedures f o r  Adverse Determtnations, uhioh 
erpi.ainc i n  det,ail your r igh ts  and procedures. 



Enclosurosr 
Publ ica t ion  892 
Form 6010 


